CONSEQUENCES OF PRICE REDUCTION 


• PHILIP MORRIS 

- VOLUME/MIX 

- PROFITABILITY 

• COMPETITORS 

- VOLUME/MIX 

- PROFITABILITY 

- BEHAVIORS 

• TRADE 

- PROFITABILITY 

• CONSUMERS 

- ACCEPTANCE 

- UNDERSTANDING OF PROPOSITION 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



COMPETITORS 


COMPETITORS MARGINAL AND NET CONTRIBUTION 
COMPETITIVE REGRESSION VS. CAMBRIDGE AND BLACK & WHITE/PL 
COMPETITIVE VOLUME/SHARE AND IFO TARGETS 

COMPETITIVE ACTIONS IN OTHER TIERS OPERATING UNDER NEW PRICE 
STRUCTURE 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



ISSUES/QUESTIONS 


• CAN CAMBRIDGE “GO IT ALONE” IF NECESSARY? 

• IF TIER COLLAPSES, DOES CAMBRIDGE LOSE USP VERSUS BLACK & 
WHITE? I.E., DISCOUNT COMMODISIZED 

• WILL A PRICE REDUCTION OF THE MID TIER ELIMINATE COUPONING? 

• BASIC/CAMBRIDGE/FVB - PROPOSITION REDUNDANCY? CAN CAMBRIDGE 
BE DIFFERENTIATED? 

• WHAT HAPPENS TO ALPINE? 

• WHAT ARE THE IMPLICATIONS FOR PREMIUM BRAND LINE EXTENSIONS? 

- NO TARGET PRICE POINT? 

- LEGITIMIZES MID TIER PRICING AS BRANDED PROPERTY? 

• WILL THERE BE TRADE RESISTANCE THEREBY REQUIRING FINANCIAL 
INCENTIVES? 

• DOES THE PRESENCE OF 60 BILLION UNITS IN DEEP DISCOUNT DISINCENT 
UPWARD PRICING? 

• CAN OUR COMPETITORS MEET FINANCIAL OBJECTIVES WITHOUT 
ACCELERATING PREMIUM PRICING? 

• WILL CONSUMERS PERCEIVE CAMBRIDGE PRICE REDUCTION AS AN ACT 
OF DESPERATION - IMPACTING THE PERCEPTION OF QUALITY? 

• IF EDLP REQUIRES SEGREGATED MERCHANDISING DISCOUNT CATEGORY 
PRESENCE AT RETAIL GROWS IN APPEARANCE 




Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 




ISSUES/QUESTtONS 


ISSUES: CAN CAMBRIDGE SURVIVE IF COMPETITORS PONT MATCH PRICE 
POINT? 

• MERCHANDISING STRENGTH OF DORAL 

• SHARE DEVELOPMENT VS CATEGORY 

• LOSS OF END FLAP CALL OUT 

• MONARCH, BEST VALUE, BASIC AND GPC ARE ALL LARGER BRANDS 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



ISSUES/QUESTIONS 


ISSUE: PORTFOLIO MANAGEMENT 

• BASIC/CAMBRIDGE/PRIVATE LABEL/BRISTOL REDUNDANCY OF 
PROPOSITION 

• COST OF DIFFERENTIATION/BRANDING 

• BRISTOL/BUCKS/ALPINE VIABILITY 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 


ISSUES/QUESTIONS 


ISSUE: COMPETITIVE NEEDS 

• FINANCIAL OBJECTIVES MET WITH PREMIUM PRICING 

• BEGIN DISCOUNTING FROM LOWER PRICE POINT 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 


ISSUES/QUESTIONS 


ISSUE: CHANGE IN DISCOUNT CATEGORY DEFINITION 

• LEVELS PLAYING FIELD 

• EDLP MERCHANDISING SEGREGATION RESULTS IN DOMINANCE OF 
DISCOUNT AT RETAIL 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 


iSSUES/QUESTIONS 


ISSUE: DOES CONSUMERS PERCEPTION OF CAMBRIDGE CHANGE? 

• ACT OF DESPERATION 

• PERCEIVED QUALITY 




Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



ISSUES/QUESTIONS 


ISSUE: IMPLICATIONS ON DEEP DISCOUNT PRICING 

• REPOSITIONING OF 60 BILLION UNITS DISINCENT MARGIN REALIZATION 

• TRADE RESISTANCE REQUIRING FINANCIAL INCENTIVES 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



ISSUES/QUESTIONS 


ISSUE: IMPLICATIONS FOR PREMIUM LOW PRICE LINE EXTENSION 

• ELIMINATION OF TARGET PRICE POINT 

• VACATED TIER LEGITIMIZES MID RANGE AS BRANDED PROPERTY 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 


COMPETITORS' DOMESTIC TOBACCO FINANCIALS 


(MILLIONS $) 

REDUCE LIST PRICE EFFECTIVE JUNE 1, 1993, NO VOLUME CHANGE 


RJR DOMESTIC TOBACCO Ol* 

REDUCTION IN DORAL MARGINAL CONT. 
REVISED RJR DOMESTIC TOBACCO Ol 

AMERICAN DOMESTIC TOBACCO Ol* 
REDUCTION IN MONTCLAIR MARGINAL CONT 
REVISED AMERICAN DOMESTIC TOBACCO Ol 

B&W DOMESTIC TOBACCO Ol* 

REDUCTION IN VICEROY MARGINAL CONT. 
REVISED B&W DOMESTIC TOBACCO Ol 


1993E 

% CHANGE 

$2,249.00 

5.2 

($225.00) 

$2,023.78 

(5.3) 

$507.00 

(8.3) 

($66.54) 

$440.46 

(20.4) 

$682.00 

6.6 

($56.30) 

$625.70 

(2.2) 


* PER BUSINESS PLANNING COMPETITOR ANALYSIS 12/7/92, $6.00/M INC IN 
ALL CATEGORIES 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



COMPETITORS’ DOMESTIC TOBACCO FINANCIALS 


(MILLIONS $) 

REDUCE LIST PRICE EFFECTIVE APRIL 1, 1993, NO VOLUME CHANGE 



1993E 

% CHANGE 

RJR DOMESTIC TOBACCO Ol* 

$2,249.00 

5.2 

REDUCTION IN DORAL MARGINAL CONT. 

($289.56) 


REVISED RJR DOMESTIC TOBACCO Ol 

$1,959.44 

(8.3) 

AMERICAN DOMESTIC TOBACCO Ol* 

$507.00 

(8.3) 

REDUCTION IN MONTCLAIR MARGINAL CONT 

($85.55) 


REVISED AMERICAN DOMESTIC TOBACCO Ol 

$421.45 

(23.8) 

B&W DOMESTIC TOBACCO Ol* 

$682.00 

6.6 

REDUCTION IN VICEROY MARGINAL CONT. 

($72.39) 


REVISED B&W DOMESTIC TOBACCO Ol 

$609.61 

(4.7) 


* PER BUSINESS PLANNING COMPETITOR ANALYSIS 12/7/92, $6.00/M INC IN 
ALL CATEGORIES 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



COMPETITORS' PARENT COMPANY FINANCIALS 


(MILLIONS $) 

REDUCE LIST PRICE EFFECTIVE JUNE 1, 1993, NO VOLUME CHANGE 


RJRN TOTAL Ol* 

REDUCTION IN DORAL MARGINAL CONT. 
REVISED RJRN TOTAL Ol 

AMB TOTAL Ol* 

REDUCTION IN MONTCLAIR MARGINAL CONT 
REVISED AMB TOTAL Ol 

BAT TOTAL Ol* 

REDUCTION IN VICEROY MARGINAL CONT. 
BAT TOTAL Ol 


1993E 

% CHANGE 

$4,021.00 

8.0 

($225.22) 

$3,795.78 

2.2 

$1,867.00 

3.7 

($66.54) 

$1,800.46 

0.0 

$3,037.32 

15.1 

($56.30) 

$2,981.02 

12.9 


* PER BUSINESS PLANNING COMPETITOR ANALYSIS 12/7/92, $6.00/M INC IN 
ALL CATEGORIES 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



COMPETITORS' PARENT COMPANY FINANCIALS 


(MILLIONS $) 

REDUCE LIST PRICE EFFECTIVE APRIL 1, 1993, NO VOLUME CHANGE 


RJRN TOTAL 01* 

REDUCTION IN DORAL MARGINAL CONT. 
REVISED RJRN TOTAL 01 

AMB TOTAL Ol* 

REDUCTION IN MONTCLAIR MARGINAL CONT 
REVISED AMB TOTAL Ol 

BAT TOTAL 01* 

REDUCTION IN VICEROY MARGINAL CONT. 
BAT TOTAL 01 


1993E 

% CHANGE 

$4,021.00 

8.0 

($289.56) 

$3,731.44 

0.5 

$1,867.00 

3.7 

($85.55) 

$1,781.45 

(i.i) 

$3,037.32 

15.1 

($72.39) 

$2,964.93 

12.3 


* PER BUSINESS PLANNING COMPETITOR ANALYSIS 12/7/92, $6.00/M INC IN 
ALL CATEGORIES 




Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



COMPETITORS’ OPPORTUNITY COST 


REDUCE LIST PRICE EFFECTIVE JUNE 1, 1993, NO VOLUME CHANGE 



DORAL 

MONTCLAIR 

VICEROY 

1993 VOLUME (BIL.)* 

21.3 

6.3 

5.3 

MC LOSS ($MM) 

($225.22) 

($66.54) 

($56.30) 

1993 PREMIUM VOLUME (BIL)** 

81.8 

13.5 

21.5 

MC LOSS/PREMIUM VOLUME($/M) 

2.75 

4.93 

2.62 


* BASED ON OCT 92 NIELSEN SHARE AND MARKET RESEARCH FORECAST 
11/19/92 

** BASED ON MARKET RESEARCH FORECAST 11/19/92 


ZiE't’ZSXQSOS 


Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



COMPETITORS’ OPPORTUNITY COST 

REDUCE LIST PRICE EFFECTIVE APRIL 1, 1993, NO VOLUME CHANGE 



DORAL 

MONTCLAIR 

VICEROY 

1993 VOLUME (BIL)* 

21.3 

6.3 

5.3 

MC LOSS ($MM) 

($289.56) 

($85.55) 

($72.39) 

1993 PREMIUM VOLUME (BIL)** 

81.8 

13.5 

21.5 

MC LOSS/PREMIUM VOLUME($/M) 

3.54 

6.34 

3.37 


* BASED ON OCT 92 NIELSEN SHARE AND MARKET RESEARCH FORECAST 
11/19/92 

** BASED ON MARKET RESEARCH FORECAST 11/19/92 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



BASIC 


CRITICAL ISSUES 

• DISTRIBUTION INSTRUCTIONS TO FIELD SALES FORCE 

• MAGNITUDE, SCOPE AND TYPE OF PROMOTION VEHICLES 

• MERCHANDISING 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 



BASIC PROMOTION 


• PRICE DEAL BACK - COUPONS 

• PRODUCT OFFER ~ B1 GIF 

• UTILIZATION OF ALTERNATIVES TO REBATES 

- GRATIS 

- MERCHANDISING PAYMENTS 
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Source: https://www.industrydocuments.ucsf.edu/docs/sjcy0004 


